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The “dollar problem” can be solved only by drastic and 
comprehensive action on both sides of the Atlantic. 
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American Business 


N an editorial in the November issue, the 

editors of Fortune defined what they called 
“an urgent job for the President-Elect.” “ [In 
order] to be prepared,” they wrote, “for vigor- 
ous and effective action after January 20, the 
President-Elect must go to work, almost at 
once, on the foreign economic policy of the 
United States.” What is needed first, is in 
their words, “a bold and imaginative foreign 
monetary policy which would buttress sound 
domestic policies pursued by foreign countries 
with stabilization loans and other forms of co- 
operation.” And, second, ‘“‘a dramatic revision 
of our commercial policy.” 

The time is certainly ripe for this new and 
vigorous approach. Reports from Europe indi- 
cate that many Europeans feel that economic 
aid should end. Though this aid was essential 
immediately after the war, there is growing 
agreement that the time has come to cut the 
pipeline, and let their economies be disciplined 
by the full weight of economic forces. More- 
over, there is no question that American pub- 
lic opinion is not willing to continue what was 
regarded as temporary aid into the indefinite 
future. 

But the crucial problem remains—how to 
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get currency convertibility. This is something 
that goes beyond a mere continuation of the 
Reciprocal Trade Agreements Program, im- 
portant as this has been. Tariff reduction is 
not the single cure for our foreign trade 
troubles. There is little prospect of bringing 
imports up to the level of current exports, 
even if tariffs were completely eliminated. 
Quite apart from the level of duties, European 
exporters are also discouraged by the uncer- 
tainty of our foreign economic policy. They 
fear to make long-term plans for increasing 
sales in the United States because the strength 
of protectionist pressure may at any time be 
successful in raising the tariff wall. In addi- 
tion, they have to contend also with customs 
regulations whose interpretation is not always 
clear. In fact, as a result of a change in classi- 
fication, importers can and do have their 
profits turned into losses. 


Drastic and Comprehensive 
Action Needed 

It is clear that our goal can be achieved 
only by drastic and comprehensive action on 
both sides of the Atlantic. On our side, the 
Customs Simplification Act must be passed, 
the Buy American Act must be repealed, and 
protectionist thinking must be revised. This is 
a tall order. Yet, only if we press forward 
vigorously to these objectives, can we hope to 
bring about the conditions for closing the 
dollar gap. So strong is the opposition to some 


of these measures that we cannot hope to im- 
plement them unless, as Fortune emphasized, 
the President-Elect speaks plainly to the 
American people. All of us must support him 
in the effort to get the necessary legislative 
action from the new Congress. 

There is one good argument for protection 
and that is where an industry can be proved 
essential to national defense. But even then 
the degree of protection must be strictly lim- 
ited to the needs of security. Tue United 
States is now the greatest creditor nation. Who 
can say that our essential and major industries 
are not well established? As one well-known 
economist has put it, who is also an eloquent 
defender of American capitalism, “The Amer- 
ican Tariff makes no sense whatever in the 
light of the perpetuation of capitalism or the 
future development of the world.” Of course, 
we must consider the effects of tariff reduc- 
tions on existing industries. Investors have 
made investments in good faith; many depend 
for employment on protected industries. 
Hence, it may be necessary to encourage new 
and expanding industries to locate in the 
affected areas, or assistance in the form of 
subsidies might be desirable to break the effect 
of tariff reductions. In short, a specific pro- 
gram will be needed to deal with the problems 
of readjustment. 


The Magnitude of the Problem 


The magnitude of the dollar problem is such 
that no single measure will suffice. In the post- 
war period the United States has been running 
an export surplus of between $5 and $8 bil- 
lion, except in 1950, when it was lower, and 


in 1947 when it was much higher. This . 


country is, to a high degree, self-sufficient. 
Its need for imports is far weaker than the 
need of overseas countries for American ex- 
ports. It is true that, as the Paley Report 
pointed out, we will depend more and more 
on overseas supplies of some industrial mater- 
ials, but this increased demand will largely 
benefit Canada and Latin America. 

The stark fact is that we are faced with so 


1 David McCord Wright, Capitalism, p. 235. 
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severe a disequilibrium that the United States 
would still be a surplus country even if tariff 
barriers were wiped out altogether. Indeed, 
even on the assumption that a positive and 
aggressive policy is adopted, the best we can 
expect is a precarious balance in the good 
years between the dollar and non-dollar 
worlds. As for the bad years, experience has 
shown that United States imports always tend 
to be cut more than domestic consumption, 
with consequent disruption of the balance of 
payments. Yet, in spite of this clear evidence 
of the overwhelming strength of the American 
economy, many oppose even small revisions in 
our protectionist trade policy. 


Trade Is a Moral Problem 


Ultimately, this is not only an economic 
problem, but a moral problem. Either we be- 
lieve in free competitive enterprise or not. If 
we do, then free enterprise means competition, 
foreign as well as domestic. The very same 
arguments for freedom of economic oppor- 
tunity that are used so often to explain the 
growth and strength of America can and must 
be applied to the whole free world. Only if we 
in fact practice what we preach can we expect 
the world to listen to our exhortations. 

So far as tariffs and customs procedures are 
concerned, the initiative belongs to us, as the 
world’s greatest creditor nation. On the side 
of monetary policy, much of the initiative 
must remain with our friends overseas. But 
here the outlook is, according to the Federal 
Reserve Board, somewhat brighter. Recent re- 
ports show a let-up in inflationary pressures in 
most of the countries of Western Europe. It 
has been suggested, perhaps too hopefully, 
that if this progress can be maintained, suffi- 
cient stability might be attained to make prac- 
tical and desirable assistance from the United 
States in the form of stabilization loans. It is 
clear, however, that first it is up to our friends 
overseas to make renewed efforts to live with- 
in their means. Indeed in the post-war period 
there has actually been an increasing supply 
of dollars. However, the dollar gap has per- 
sisted in spite of this. It has persisted because 
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inflation has fed the demand for dollar ex- 
change, and has thus continually postponed 
the possibility of removal of exchange con- 


trols. 


Prospects for Investing Abroad 


Here let me say a word about private in- 
vestment abroad. The other day, it was re- 
ported that the volume of private investment 
might set a new record this year. This may be 
true, and it is encouraging to see this trend. 
Nevertheless, the c .lar figure will still be 
small in relation to development needs. More- 
over, by far the largest proportion of invest- 
ment has been made by the petroleum indus- 
iry, and, consequently, in a few countries with 
petroleum resources. It is true that some indi- 
vidual companies, including Burroughs, have 
been making substantial investments abroad 
in order to maintain their markets in countries 
which were closed by exchange restrictions. 
But this kind of investment is still a small 
percentage of the total. 

Suggestions have been made for the encour- 
agement of overseas investment by tax con- 
cessions and by the negotiation of investment 
treaties. It is doubtful, however, whether 
much can be expected from either of these 
measures. The greatest deterrent to invest- 


ment is uncertainty as to later transference of 
earnings or repatriation of capital. And, if we 
are to be realistic, we must admit that this 
uncertainty is not likely to be dispelled 
quickly. Certainly, we must use every means 
of closing the dollar gap but we cannot count 
on any large increase in private American in- 
vestment abroad. Hence, the removal of tariff 
and other obstacles to imports and anti-infla- 
tionary measures abroad become the more 
important. 


This Is The Time 


When we consider the difficulties which face 
governments on both sides of the Atlantic in 
implementing these crucial policies, we might 
conclude that the job cannot be done. And yet, 
unquestionably, the time is ripe—now or 
never—for a renewed attack. The President- 
Elect comes into office with a fresh mandate 
and the world will look for a renewal of 
American leadership after the pause of the 
election campaign. At the same time, most of 
the governments of Western Europe seem to 
be filled with a new determination to free 
themselves from dependence on United States 
aid. Certainly the United States must do all 
in its power to insure that this highly perish- 
able opportunity is not lost. 


BUSINESS BRIEF 


A RESPONSIBILITY AND AN 
OPPORTUNITY 


(The following paragraphs are excerpts 
from an address delivered by Laurence F. Lee, 
President of the United States Chamber of 
Commerce, before the Cincinnati Chamber of 
Commerce on November 21, 1952.) 

The out-going administration chose business 
as a political whipping boy—and the whole 
economy has suffered as a result. For the time 
being, that era is over. 

But we in the business community must 
not regard the election as a victory for busi- 
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ness. Perhaps this word of caution is un- 
necessary, but it seems to me that the election 
has put American business to proof upon its 
claim that our profit-and-l!oss system is best 
for all the people. 

The key word for us in business today is 
the word “responsibility.” We are the stew- 
ards and custodians of our profit-and-loss 
economy. We have constantly asserted that if 
business is freed from hostility and oppression 
of the past two decades, that the free enter- 
prise system can function most efficiently and 
adequately in the public interest. Now we 
must make good our claim. 
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A description and analysis of the key factors in the 1953 
business picture, and suggestions for adapting to them. 


A Policy for Prosperity in 1953 


REDICTIONS of next year’s business 
have been competing with making good 
resolutions for our attention around the turn 
of the year. This year has been no exception. 
During the last month we have had the usual 
spate of forecasts of things to come. These 
predictions do not usually turn out much bet- 
ter than do the good resolutions. Yet we con- 
tinue to make them—and read them. Why? 
In business the answer is, of course, that 
judgments about the future cannot be 
avoided. Major decisions are in fact important 
largely to the extent that they involve some 
kind of judgment about the future. Decisions 
to build a new plant, or a major installation 
of new equipment, or a new product—these 
require some kind of guess about future mar- 
kets, costs, and sales; and it is no accident, 
therefore, that they are “high-level” decisions. 
And the businessman also knows that his 
sales and profit performance is importantly 
influenced by business conditions generally. A 
good year for him is much easier and more 
certain in a year such as 1952 when business 
generally was active than in 1949 when busi- 
ness generally was showing some weakness. 
Moreover, how a business gets along under 
changing market and business conditions gen- 
erally depends in part on how quickly it can 
adapt itself to those changes. Weakening de- 
mand may call for intensified selling, or new 
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products, or a campaign to reduce costs. But 
these take time to work out. 

Thus we continue to pecr into the future 
and cannot avoid doing so, even though we 
can never be very certain about what we see. 


1953 Prospects 


How good will business generally be next 
year? Just so they do not get lost at the end 
of this story, here are the major conclusions, 
which seem to be a good bet at this time, 
about 1953’s state of business. 

1. Businesses will market about $10 billion 
more output in 1953 than in 1952. Enlarged 
government spending will account for about 
half of this increase, or $6 billion. Consumers 
will spend about $6 billion more than in 1952. 
There will, however, be about $2 billion less 
spent on such items as new construction, 
machinery and equipment, and additions to 
inventory. 

2. Because of enlarged productive capacity, 
industry will be able to produce in 1953 
somewhat more than people will readily be 
inclined to buy. We should have a capacity to 
produce at least $12 billion more output this 
year than in 1952. 

3. Competition, therefore, will be keener 
and marketing effectiveness will need to be 
stepped up. This means a great many things. 
Costs will in many cases need to be brought 
more securely under control. High cost opera- 
tions are the first casualty of accentuated com- 
petition. And next year’s market is not apt 
to be one in which higher costs can readily be 
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passed on to the buyer. Businesses would do 
well to accent market research. Information 
which can tell them in advance what the re- 
sponse of the market will be to different pro- 
duct and pricing and marketing policies will 
be more than ordinarily important to busi- 
nesses. 

4. The price level will be generally stable 
and might even show some tendency to drift 
downward. This follows from the conclusion 
that businesses will be able to produce more 
next year than people will readily be inclined 
to buy. 

So much for the major conclusions. What 
is the nature of the supporting evidence? 
What forces seem to be shaping up to give us 
more production and sales next year—with, 
however, increased competition and a price 
level either stable or showing some inclination 
to sag? The answers are, of course, to be 
found in four key questions. 


Government Spending Prospects 


1. How much of the market will govern- 
ment spending represent next year? In 1952 
government spending provided a market for 
$77 billion of the nation’s output, of which 
national defense was $49 billion.’ 

What will happen to government spending 
this year has inevitably been the subject of 
very lively speculation in recent months. We 
begin this month a new Administration in 
Washington, controlled by a party tradition- 
ally less committed to big government and its 
accompanying price tag. This almost certainly 
will mean a less free flow of Washington dol- 
lars than if the election had come out the 
other way. Republican leaders have already 
indicated their determination to cut back the 
budget for the next fiscal year by amounts 
ranging up to $14 billion. Moreover, respon- 
sible Washington officials as early as last fall 
(before the elections) were suggesting that 


_ 1 This is not total government spending. Certain 
items such as interest on the public debt or welfare 
payments do not represent purchase of output. Total 


government spending of all types in 1952 was about . 


$93 billion. 
2 Wall Street Journal, November 12, 1952, p. 3. 
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we had already virtually reached the peak of 
the defense program.* 

These considerations have raised the ques- 
tion as to whether we have not already 
reached the high point in government spend- 
ing. Perhaps, in other words, the economic 
problem which the trend in government spend- 
ing will now pose is how to sustain a high 
level of production and employment as gov- 
ernment expenditures are cut. This is a ques- 
tion to which we shall need to give increasing 
attention, and it is all to the good that the 
question is being examined by many business 
groups. 

Even so, government purchases of output 
will be about $6 billion higher this year than 
in 1952. National defense spending this year 
will reach at least $55 billion, $6 billion be- 
yond the 1952 figure, unless military spend- 
ing is cut drastically by the latter part of the 
year. This is not likely if for no other reason 
than the considerable time and planning re- 
quired to alter substantially such a huge pro- 
gram once it has developed momentum. 

Moreover, expenditures of state and local 
governments must continue to rise further yet 
if the traditional standards of urban services 
are to be maintained. Streets, highways, edu- 
cational facilities, police protection—these are 
the government services which are provided 
by cities, counties, and other local units of 
government. They are also the government 
services which touch most closely the daily 
lives and convenience of the average family. 

The plain truth is that even with the sub- 
stantial increase in recent years, we have not 
been spending enough to support an adequate 
standard of these local government services. 
In 1951, taxes to finance the bill for state 
and local government services were 8.5 per 
cent of the average family income, substan- 
tially less than the 10.9 per cent in 1939. An 
additional $5 billion per year of state and lo- 
cal government expenditures would be needed 
just in order to restore their prewar import- 
ance relative to national income. 


3 New York Times, September 9, 1952, p. 11. 


The results are, cf course, painfully present 
and obvious. New suburban communities have 
developed which still lack the customary stan- 
dards of urban services. Streets and highways 
are completely inadequate for a nation whose 
car population is now almost 50 per cent 
above prewar. If our street and highway 
systems were improved, substantial amounts 
would have to be spent to provide downtown 
parking facilities—already appallingly inade- 
quate in many cities. Indeed, the survival of 
downtown property values in many urban 
areas will depend on their ability to provide 
these additional facilities on a sound and 
economic basis. 

It ‘is only being realistic to say that an im- 
portant reason for cutting back the Federal 
Government’s budget is to provide elbow 
room so that state and local government ex- 
penditures can expand by enough to provide 
these badly needed facilities. We should, 
therefore, expect that a considerable part of 
any early relief we may get from federal taxes 
will be absorbed by additional state and local 
taxes. 


Construction Outlook Mixed 

2. How much will capital outlays decline 
this year? 

One of the reasons for some pessimism 
about “the latter part” of this year is the ex- 
pectation that capital outlays (spending on 
new construction, machinery, and equipment) 
will begin to sag. There is some evidence to 
support this view. Demand has weakened in 
some lines, and businesses are obviously re- 
luctant to expand facilities if the market for 
prevailing levels of output is uncertain. More- 
over, basic postwar expansion programs of 
some businesses apparently are approaching 
completion. 

A preliminary survey by Business Week 
suggests that manufacturing companies tend 
to spend about 8 per cent less on new con- 
struction and equipment than last year, with 
cuts in some companies ranging up to 37 per 
cent.* Only oil companies and producers of 


* Business Week, November 1, 1952, p. 27. 
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food and electrical machinery indicated any 
increase in capital outlays. 

There are, however, three reasons for ex- 
pecting capital outlays this year to remain at 
levels close to those of 1952. 

First, nonmanufacturing businesses are ap- 
parently planning to continue their capital out- 
lays at a level at least as high as last year’s. 
Some lines, in fact, are indicating further in- 
creases. The electric utility industry, for ex- 
ample, is planning to spend $3 billion on new 
facilities this year, 15 per cent above last 
year’s $2.6 billion. Moreover, the volume of 
construction involved in building new stores, 
entertainment facilities, warehouses, and office 
structures seems likely to rise above last year. 
This reflects partly the relaxation of curbs on 
these projecis and partly the fact that, given 
the great increase in our manufacturing capa- 
city to produce, we are short on facilities for 
efficient and economical distribution. It is, 
therefore, by no means impossible that activ- 
ity in the construction and equipment indus- 
tries will remain virtually at current high 
levels throughout the year. 

Second, a moderate intensification of com- 
petitive pressures will force many businesses 
to purchase more, rather than less, new equip- 
ment in order to reduce unit costs. High-cost 
operations will be the casualty of the return 
to more intense competition and a keener 
struggle for markets. In many cases costs are 
currently high because of the continued use 
of inefficient, obsolete equipment and pro- 
cesses. The installation of cost-reducing, more 
efficient, newer equipment will then be the 
obvious answer. Businesses this year will be 
re-examining carefully the extent to which costs 
can be reduced and competitive positions im- 
proved by resort to newer and better equip- 
ment and productive processes generally. 

Third, moderate upward pressure on wage 
rates will tend to induce greater mechaniza- 
tion and, therefore, enlarge capital outlays. 
Rising wage rates force management to econo- 
mize on labor. Wage pressures may thus con- 
tribute to a higher level of capital outlays 
and improved productivity if through mechan- 
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ization and more efficient production processes 
unit labor costs can still be held stable. (Wage 
pressures beyond that, of course, would result 
in either inflation or unemployment as cost 
levels drifted upward.) 


Will Consumers Spend? 


3. How much will the consumer spend this 
year? 

It is eloquent testimony to the American 
economic system that this question must be 
raised. In most of the world people are forced 
by the requirements of subsistence to spend 
up to the limit of their income; they cannot 
afford the luxury of not spending if they want 
to stay alive. In the United States items rep- 
resenting things generally considered to be 
“basic necessities” account for only 63 per 
cent of total consumer spending. Furthermore, 
many items included in the food and clothing 
classes hardly represent “necessitous” expen- 
ditures—for example, caviar and mink coats, 
which are, of course, included in food and 
clothing. 

Personal Consumption Expenditures, 1951 
(In billions) Amount Percent 


Food $ 69 33% 
Clothing 23 11 
Housing 29 14 
Medical & funeral expenses 10 5 
All other 77 37 
Total $208 100% 


Source: U.S. Department of Commerce 

The American consumer’s standard of liv- 
ing has thus been raised to the point where 
he can, if he chooses, do a considerable amount 
of “not spending.” And not infrequently he 
chooses to do just that. Mention 1951, and 
many retailers will still shiver. Though in- 
comes continued to rise, people cut back their 
spending, and for a time became very reluc- 
tant customers. Items which had been in sharp 
demand quickly became very difficult to move. 
Sales fell, and retailers were generally con- 
fronted with congested inventories as merchan- 
dise continued to pour into their warehouses. 

In a very real sense the consumer is king 
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in the American economy. Thus the question: 
Will the consumer spend this year? 

There are four important reasons for think- 
ing he probably will. 

First, consumer spending has generally been 
rising since last spring. This itself is encour- 
aging. When the cash registers were closed on 


‘final sales last month, they rang up 6 per 


cent more retail trade than the previous year. 
And sales during the Christmas quarter gen- 
erally compared even more favorably with 
year ago levels. 

Second, consumers will receive about $6 
billion more in their pay envelopes this year. 
Increased wage rates will account for most of 
this $6 billion added income. This is, of 
course, the first year that 1952’s wage adjust- 
ments will be fully reflected in pay envelopes. 

The “normal” spending response to this 
larger take-home pay would be something in 
excess of $5 billion. How much spending is 
actually stepped up will, of course, depend 
heavily on whether businesses can persuade 
people to lift their levels of spending. If con- 
sumers do not lift their level of spending by 
at least $6 billion, we shall begin to see evi- 
dences of substantially sharper competition 
for sales and buyers. 

Third, consumer installment debt, though 
at record levels, is still low relative to pre- 
vailing levels of business activity. If prewar 
relationships were restored, installment debt 
outstanding would be 20 per cent or $3 billion 
higher than present levels. This is important. 
It suggests that increased use of credit can 
play a further role in marketing “big-ticket” 
items to consumers, the larger output of which 
will begin as moderating requirements for de- 
fense make possible increased production of 
these items. 

Fourth, the response of consumers to a 
stable or even slightly falling price level will 
in all probability be one of renewed confidence 
and quickened spending. The experts have too 
casually assumed that people step up their 
spending in anticipation of rising prices and 
postpone spending in anticipation of falling 
prices. 
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This is apparently too simple. In a recent 
study the University’s Survey Research Cen- 
ter indicates that “dissatisfaction with high or 
rising prices or resentment against inflation 
has had a depressing effect on consumer 
spending.”® Moreover, in the survey out of 
which this conclusion emerged, it was also 
found that many “more people spoke of the 
present as a good time to buy among those 
who believed that prices had declined since 
January than among those who believed that 
prices had risen.’ 

This suggests that renewed confidence in 
the price level, which would mean the emer- 
gence of more competitive markets, might well 
also mean the strong consumer spending need- 
ed to maintain business conditions at a high 
level. Consumers do not apparently respond 
mechanically to the crack of the inflationary 
whip. 

New Policies Required 


Again in 1953 markets for capacity pro- 
duction will not be assured by rapidly ac- 
celerating government expenditures. As the 
automatic government market levels out, or 
begins to be less important, new civilian mar- 
kets must be developed. How can that be 
done? What kinds of policies are called for? 
These are large enough questions for a sep- 
arate article. An important purpose of a fore- 
cast article, however, is to see what kinds of 
public and business policies may be needed 
to deal with emerging problems. Therefore, a 
few observations on these matters may be in 
order here. 

1. The time has come to abolish general 
direct wage and price controls. In fact, this 
action is long overdue. Price-making forces 
have been generally in balance since the sec- 
ond quarter of 1951. The wholesale price level 
is now 4 per cent below the 1951 peak. The 
pressure of direct wage and price controls 
since mid-1951 has in all probability left us 

5 George Katona and Eva Mueller, “People’s Atti- 
tudes Toward Inflation and Spending and Saving” 
(Ann Arbor: Survey Research Center, October, 1952), 
p. 14. Italics added. 


6 [bid., p. 14. The survey was conducted in June 
1952. 


with a higher price-cost level than we would 
have had without these controls. 

Whether these controls should be put on 
some sort of standby basis is debatable. This 
is an uncertain world, and we can never know 
the timing of another Korea. To keep in readi- 
ness seems, therefore, to be very plausible 
policy. 

It is doubtful, however, if standby powers 
and machinery to reimpose price-wage controls 
would be wise policy. Businesses would under- 
standably be inclined to resist downward price 
adjustments, and quick to raise prices in event 
of a recurrence of inflationary pressures in 
order to protect a favorable base-period price 
position. The pressure of these standby pow- 
ers would, therefore, tend to inhibit otherwise 
desirable price and market adjustments. 

2. During the last three years the purpose 
of taxation and credit policy has been to re- 
strain our overly active business situation. We 
have now achieved reasonably stable prices at 
a high ijevel of output. The problem the policy 
officials now face is the complicated one of 
how to maintain this delicate state of econo- 
mic balance. The incoming monetary and fis- 
cal authorities will be receiving a considerable 
quantity of edifying advice, so it may be in 
order to add some here. 

a. The Administration and Congress should 
make perfectly clear their intention to stabil- 
ize the cost of living and maintain the value 
of the dollar. This would clear the air, pro- 
vide well-timed encouragement to consumer 
spending, and generally contribute to confi- 
dence. 

b. Reduced taxes can neutralize the defla- 
tionary effect of less Federal spending. Conse- 
quently fears of producing a recession should 
not deter serious efforts to cut the federal 
budget. Substantial cuts should be possible. 
Apart from the “untouchables” in the budget, 
“other” outlays for fiscal 1953 are estimated 
at $13.2 billion, well over double the figure in 
1947 and 21 per cent above 1950.” Now is 


7 The “untouchables” are: national defense and 
related activities, international aid, interest on the 
debt, and the Veterans Administration. 
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the time also for a major, high-level, Hoover- 
Commission examination of our whole tax 
structure. The present structure to a substan- 
tial extent has been built on the “least 
squawk” principle of levying new taxes where 
the fewest political liabilities would be in- 
curred. This will no longer do in an age when 
taxes absorb close to 30 per cent of our na- 
tional income. What is the economic impact 
of taxation? Which taxes influence business 
activity most? What kind of tax structure 
would sap the vitality and growth of our econ- 
omic system least? These are some of the 
questions which not only the experts but the 
public generally must examine more candidly. 

c. The new monetary authorities should en- 
deavor to insure that the money supply con- 
tinues to expand at the rate of three or four 
per cent per year. Considerable progress has 
been made in regaining power to restrain ex- 
cessive expansion, for which the Federal Re- 
serve is to be commended. What is less certain 
is whether they are prepared with policies to 
insure a continued appropriate expansion when 
the increase would otherwise be inadequate to 
sustain business activity. 

3. Whether businesses, when the final 1953 
sale is made, can look back on a good year or 
only a so-so one will to an important extent 
be up to the business community itself. Con- 
gress can reduce taxes, if appropriate, but it 
is up to businesses to persuade people to 
spend the extra take-home pay. And they 
must persuade people to spend who by now 
are already pretty well equipped with TV, 
new cars, and the other accouterments of com- 
fortable living. The answer to this problem 
will, of course, be found along these lines. 

a. New products and substantial improve- 
ments in old products must be developed. Ob- 
viously, people are less inclined to buy a new 
car or refrigerator or vacuum cleaner if the 
new model will do nothing more than their 
present pretty-good model will do. The Amer- 
ican consumer, on the other hand, has never 
been known for his power to resist a really 
new or improved item. 
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b. Sales and market research activities must 
be intensified. In a sellers’ market customer 
reactions to price or product changes or mar- 
ket potentials are less important. Capacity 
output can readily be marketed anyway. As 
we move toward the more normal situation 
where the customer is king, businesses can ill 
afford to guess about the results of price, pro- 
duct, and marketing policies. Bad guesses will 
mean substantial losses, reduced employment, 
and a worsened competitive position. A careful 
program of sales and market research is, there- 
fore, bound to provide businesses with infor- 
mation of substantial value in the period 
ahead. 

c. Costs must be scrutinized with a view to 
improving competitive positions. This will be 
a good year for many businesses to re-examine 
their equipment-buying policies. In many 
cases high cost and inefficient operations can 
be improved through the purchase of newer, 
more efficient machinery and equipment. 

d. Selling and merchandising efforts must 
be re-examined. Businesses generally have, of 
course, received a considerable quantity of 
edifying sermons on this matter in recent 
months. And it is much easier to preach the 
sermon than to do something about the prob- 
lem. The fact remains, however, that selling 
and merchandising effectiveness is at present 
something less than wil! do the job. In part 
it may reflect the problem of a whole genera- 
tion of sales people with no experience in real 
selling. A part of the problem may be that 
downtown stores, because of traffic congestion, 
are increasingly inaccesible to the shopper. In 
some cases whole new methods of distribution 
may need to be developed. These are some of 
the fundamental aspects of the problem which 
must be re-examined. 

Can a “policy for prosperity” be developed 
along these lines? To a substantial extent the 
answer is up to the business community, 
which rightly has been insisting that a new 
government program was not the answer to 
every economic problem. 
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Michigan Business Indicators 


MICHIGAN BANK DEBITS 
12 CITIES — LOWER PENINSULA 
( ADJUSTED FOR SEASONAL VARIATION ) 


1945 1946 1947 1948 1949 1950 1951 1952 1953 


BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—For over two 
years the level of bank debits has remained substantially unchanged. Bank debits, which are in 
current dollars, do not show the new highs recorded in power consumption and employment. 


MILLIONS OF DOLLARS 


40 
20 
MICHIGAN BANK DEBITS 
12 CITIES — UPPER PENINSULA 
° ( ADJUSTED FOR SEASONAL VARIATION ) 
1945 1946 1947 1948 1949 1950 195! 1952 1953 


UPPER PENINSULA BANK DEBITS—No significant difference is evident between the patterns 
of bank debits in the Upper and in the Lower Peninsulas. | ' 
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200 
100 
ELECTRIC POWER CONSUMPTION 
(INDUSTRIAL ) 
IN TEN MICHIGAN CITIES 
1948 1946 1947 19468 1949 1950 1951 1983 


POWER CONSUMPTION-—Industrial activity as measured by electric power consumption continues 
at a high level, confirming the evidence of industrial employment. 


THOUSANOS 
2500 
1800 
1000 
500 
MICHIGAN EMPLOYMENT 
(WAGE @ SALARY WORKERS ) 


1945 1946 1947 1948 1949 1950 195! 1952 1953 


EMPLOYMENT-—November set a new high in employment at 2,307,000 wage and salary workers. 
Shortages of labor are reported in some areas. 


JANUARY, 1953 


| What proportion of families own stocks? Where do they live? 


What kinds of families own stock and how much do they own? 


Stock Ownership 


Among American Families 


OR many years the frequency of stock 

ownership among American families was a 
matter of guesswork. In 1947 the Survey of 
Consumer Finances, conducted by the Survey 
Research Center for the Federal Reserve 
Board, presented for the first time data which 
were obtained on the basis of a survey con- 
ducted according to scientifically valid meth- 
ods (probability sampling and non-suggestive 
interviewing).' The finding of that survey, 
that only approximately 9 percent of the 
nation’s spending units owned stock, was 
widely mistrusted because it ran counter to 
the hopes and expectations of interested 
parties. During the last few years, however, 
similar results were obtained in several Sur- 
veys of Consumer Finances, each conducted 
with a different sample, and also, most re- 
cently, in a widely publicized survey which 
used somewhat different methods and was 
sponsored by the New York Stock Exchange 
(published in a booklet issued by the Brook- 
ings Institution and quoted henceforth as the 
Brookings study) .* 

1See Federal Reserve Bulletin, August 1947 

2 “Share Ownership in the United States” by Lewis 


H. Kimmel, Brookings Institution, Washington, D.C., 
1952. 


About the authors— 


Dr. Katona is Professor of Psychology and of 
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Assistant Study Director in the Survey Research 
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What The Figures Cover 


Consistency of results adds considerably to 
our trust in data. Therefore, at present we 
may say that we are in possession of reason- 
ably reliable information on the participation 
of different population groups in the market 
for venture capital which is represented by 
stock exchanges (primarily the New York 
Stock Exchange). In addition, from the 1952 
Survey of Consumer Finances we also have 
information about the approximate size of the 
stockholdings in possession of different groups, 
which important aspect of the problem has not 
been studied by the Brookings Institution. 

The purpose of this article is to summarize 
the major findings on the distribution of 
stockholdings in 1952.* Furthermore, an at- 
tempt will be made here to explain the differ- 
ences between the findings of the Survey of 
Consumer Finances and of the Brookings In- 
stitution regarding the frequency of stock 
ownership. 

Both the Survey of Consumer Finances and 
the Brookings Institution consider ‘publicly 
owned” or “publicly sold” stock, commot as 


3 The first general information on the subject was 
published in the article “1952 Survey of Consumer 
Finances” in the September 1952 issue of the Federal 
Reserve Bulletin. The data in that article were pre- 
sented in terms of spending units while they will be 
analyzed here in terms of famiiy units and in greater 
detail. (A “family,” comprising all related persons 
living together, may consist of two or more “spending 
units” who, though related and living in the same 
dwelling, do not pool their incomes.) 
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well as preferred. This is stock in corporations 
open to investment by the general public. Ex- 
cluded is “privately held” stock which is de- 
fined as stock that is nét freely marketable 
and held by relatively few people (for ex- 
ample, by members of a family or by part- 
ners). Stock held for an individual in a trust 
fund is included in the Brabkings study, while 
the Survey of Consumer’ Finances excludes 
trust funds as a general rule from all asset 
holdings, and stocks are no exception. Both 
studies exclude residents in military reserva- 
tions and in institutions; the Survey of Con- 
sumer Finances also excludes the transient 
population, that is, people without a perma- 
nent residence (living in hotels, for instance). 
Methodologically, the two surveys differ inas- 
much as the Survey of Consumer Finances 
studies a great variety of financial assets and 
debts while the Brookings survey is restricted 
to questions about ownership of stock. In the 
Brookings survey, however, all adult members 
of a family were interrogated individually 
while in the Survey of Consumer Finances the 
head of the spending unit alone served as 
respondent. 


What Proportion of Families 
Own Stock? 


The overall findings of the two surveys are: 
Brookings Institution study—9.5, Survey of 
Consumer Finances—8.0 per cent of all fam- 
ilies own stock. Since sample survey data do 
not yield exact values but indicate only the 
order of magnitude of values, the difference 
between these two findings is statistically 
insignificant. The sampling error, result- 
ing from the fact that two small samples were 
used, may alone account for the difference. In 
addition, surveys are subject to reporting 
errors which may have resulted, in both 
studies, in a slight under-estimation of the 
proportion of stockholders. (This is a conjec- 
ture for which there is no clear evidence.) 

As the following data from the Survey of 
Consumer Finances indicate, the frequency of 
all stockholders is greater than the frequency 
of holders of publicly sold stock: 
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Own publicly sold stock only ..... 7% of all families 
Own privately sold stock only .... 3% of all families 
Own both publicly and privately 

Do not own any stock .......... 89% of all families 


Families owning publicly sold stock were 
asked by the Survey of Consumer Finances 
to give an. estimate of the current value (as 
of early 1952) of their stockholdings. The 
distribution of families within various sizes 
of stockholdings reveals that about two-thirds 
of the stock-owning families own stock worth 
less than $5,000. 


Own stock worth— 


Less than $500 ..........00. 25% 
10% 
$10,000-24,999 ............. 10% 
$25,000 and over ........... 8 
Amount not ascertained .... 7% 
100% 


It is found, furthermore, that about one- 
half of the stock-owning families own stock in 
one corporation only. 


Own stock in— 

One corporation ............ 49% 
Two corporations ........... 14% 
Three and four corporations . 15% 
Five and six corporations ... 7% 
Seven and more corporations . 11% 
Number not ascertained .... 4% 


Information on the proportion of families 
who own stock represents the starting point of 
our inquiry. The next question is: Which 
groups are those in which stock ownership is 
relatively frequent and which are those in 
which it is infrequent? We find from Tables 
1 and 2 that stock ownership is widespread, 
first of all, in families with high income and 
also among families the head of which is older, 
or has a profession or business. On the other 
hand, young people, skilled and unskilled 
workers, and low-income people are conspic- 
uous in that relatively few of them are stock 
owners. 
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Large stock ownership is defined in the 
tables as ownership of stock valued at $5,000 
or more. By looking over the tables one can 
see that there is only one important group in 
the population in which large stockholdings 
are relatively frequent, namely, families with 
an income of over $10,000 (23 per cent of 
these families have large stockholdings). 


Where Do Stockholders Live? 


The Brookings study has shown that stock 
ownership is more widespread in medium-sized 
cities (especially in cities with 25,000 to 
100,000 population) than in very large ones 
and also in small towns and rural areas. The 
finding from the Survey of Consumer Finances 
presented in Table 1 that the greatest fre- 
quency of stockholders is found in the largest 
cities of the country is not necessarily contra- 
dictory. The Survey of Consumer Finances 


treats the major metropolises (New York, 
Chicago, Los Angeles, etc.) and their suburban 
areas as units. In the light of both sets of 
data, it would appear that stock ownership is 
most widespread in medium-sized cities which 
are suburbs of the metropolises, such as the 
towns in Westchester County north of New 
York City or the Lake Shore towns north of 
Chicago. 

It appears from the lower part of Table 2 
that the Brookings study found a somewhat 
higher proportion of stockholders among high 
income people than the Survey of Consumer 
Finances. The Brookings method of asking 
each family member separately and of includ- 
ing trust funds may account for some of these 
differences. On the other hand, the Brookings 
study, in which only a single (bracket) ques- 
tion about anticipated 1952 family incomes 
was asked, yielded too small a proportion of 


TABLE 1 
FREQUENCY OF LARGE AND SMALL STOCK OWNERSHIP IN VARIOUS GROUPS (in percentages) 


SizE oF COMMUNITY 


Stock Metro- Small Towns Heap or Fam 
Ownership politan Other and Open Stock 
Areas! Cities? Country? Ownership Under 35 35-54 55 and over 

None ...... . 88 93 95 None ...... 96 92 87 
Own less Own less 

than $5,000 8 5 4 than $5,000 3 6 8 
Own $5,000 Own $5,000 

and over . 4 2 1 and over . 1 2 5 
i) 100 100 100 Total ...... 100 100 100 


OccuPaTION oF HEAD OF FAMILY ; 
Self-Employed Clerical Skilled 


Stock and and and Farm 
Ownership Professional Managerial Sales Unskilled Operator Retired Other4 
None ...... 83 82 90 96 94 89 95 : 
Own less 
than $5,000 11 11 7 4 5 7 2 
Own $5,000 
and over . 6 7 3 * 1 4 3 
i) ee 100 100 100 100 100 100 100 


* Less than 0.5 per cent. 

1 Includes the twelve largest cities and the immediately adjacent areas. 

2 Includes cities of 2,500 inhabitants and over, but not the 12 largest metropolitan areas. 
3 Includes towns of less than 2,500 inhabitants and open country areas. 

4 Includes protective service workers, students, housewives, and unemployed. 

Source: 1952 Survey of Consumer Finances 


14 


ai of 


Michigan Business 


families with less than $2,000 income. (In the _ 


Survey of Consumer Finances, fourteen de- 
tailed questions about the amount of various 
kinds of income received in 1951 were asked.) 

The upper part of Table 1 shows that in 
the three economically most important regions 
of the country—the Northeast, North Central 
and West—the overall findings of the two 
studies are very similar. (The frequency of 


stock ownership for all three regions, taken 
together, is 9.5 per cent according to the Sur- 
vey of Consumer Finances and 9.8 per cent 
according to the Brookings Institution.) In the 
South, however, the Brookings study found a 
significantly higher proportion of stockholders 
than did the Survey of Consumer Finances. 
The difference between the frequency of stock- 
holders in the South and in other parts of the 


TABLE 2 


COMPARISONS BETWEEN TWO INDEPENDENTLY CONDUCTED SURVEYS 
FREQUENCY OF LARGE AND SMALL STOCK OWNERSHIP IN VARIOUS GROUPS (in percentages) 


GEOGRAPHIC REGION 


All 

Stock Families Northeast North Central South West 
Ownership BI SCF BI SCF BI SCF BI SCF BI SCF 
eee 90% 92 90 90 90 92 92 96 88 89 
Own Stock ......... 9% 10 10 10 8 8 4 12 11 

Less than $5,000 * 6 * 8 * 5 * 3 * 8 

$5,000 and over .. > 2 * 2 * 3 * 1 * 3 
100 100 100 100 100 100 100 100 100 100 
Percent of families 

in each group: 

Ee ree 100 26 31 29 14 

ee 100 24 34 29 13 

Famity INCOME 
$10,000 

Stock Under $2000 $2000-2999 $3000-3999 $4000-4999 $5000-9999 and over 
Ownership BI BI SCF BI BI BI BI SCF 
ES Serer a 98 97 96 95 95 94 93 95 80 89 45 59 
Own Stock ......... 2 3 4 5 5 6 7 5 20 11 55 41 

Less than $5,000 . * 2 * 4 * 5 * 4 * 9 * 18 

$5,000 and over ..  * 1 * 1 - 1 * 1 * 2 * 23 
irene warsiaw 100 100 100 100 100 100 100 100 100 100 100 100 
Percent of families 

in each group: 

Oe ee 20 17 16 21 4 

i Se 24 16 17 15 23 5 


* Not available. The comparison is not possible regarding value of stockholdings. 


Definition of regions: 


Northeast: Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, 
Rhode Island, Vermont. 

North Central: Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, 
Ohio, South Dakota, Wisconsin. 

South: Alabama, Arkansas, Delaware, District of Columbia, Florida, Georgia, Kentucky, Louisiana, Mary- 
land, Mississippi, North Carolina, Oklahoma, South Carolina, Tennessee, Texas, Virginia, West Virginia. 
- West: Arizona, California, Colorado, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, 

yoming. 
BI—Brookings Institution study 
SCF—Survey of Consumer Finances 
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country is surprisingly small according to the 
Brookings study. In order to clarify the differ- 
ences between the overall findings of the two 
studies, it would be necessary to compare the 
income distributions obtained in the South. 

In spite of the differences in detail concern- 
ing the exact proportion of the higher income 
groups that own stock and the proportion of 
owners in the South, the two surveys are in 
broad agreement. Their findings are also con- 
sistent with those of earlier Surveys of Con- 
sumer Finances. 


Concentration of Stock 
Ownership 


No such pyramid of support upholds the 
findings to which we now turn concerning the 
concentration of stock among different groups 
of owners. These data are new, they are avail- 
able from one survey only, and they cannot be 
checked satisfactorily against any existing sta- 
tistics. The findings must be regarded, there- 
fore, as tentative until they can be corrob- 
orated. 

A further reason for regarding the results 
as tentative is that it is intrinsically more diffi- 
cult to estimate by the survey method the 
proportion of all stock held by a certain group 
than it is to estimate the size of a group who 
own stock. In fact, to estimate amounts held 
by a group, one must first estimate the pro- 
portion of owner families that fall in the 
group, and then estimate the value of their 
holdings. The latter calculation is greatly in- 
fluenced by a few large holders, and any error 
in sampling or reporting which affects these 
few families will bulk large in the final results. 
It is possible that the sample of the 1952 
Survey of Consumer Finances contains too 
many or too few families who own stock worth 
one million dollars or more, and it is of course 
possible that the information on the value of 
their holdings is erroneous. 

Subject to the possibility of such errors, the 
distribution of stock ownership by families 


can be reported. According to the survey, fam- 
ilies with stockholdings valued at less than 
$5,000 each, owned less than 5 per cent of the 


value of the publicly sold stock held by all . 


families. On the other hand, the small propor- 
tion of families with holdings of over $25,000 
each, owned over four-fifths of the value of 
all publicly held stock. 

Similar qualifications should be made re- 
garding data on the share of stockholdings 
owned by families at different income levels. 
It was found that families with incomes under 
$5,000 owned substantially less than 10 per 
cent, families with incomes between $5,000 
and $10,000 approximately 10 per cent, and 
families with incomes over $10,000 owned 
over 80 per cent of the value of all publicly 
held stock. 


Reliability of These Figures 


What is the range within which the esti- 
mated proportion of stock owned by families 
with incomes of over $10,000 might be ex- 
pected to fluctuate if repeated surveys were 
made by using the same techniques? Calcula- 
tions of sampling reliability indicate that the 
chances are 95 out of 100 that the estimate 
derived from the survey would not be lower 
than 71 per cent. How would the estimate be 
changed if one had access to “correct” data, 
instead of relying on reports by survey re- 
spondents? This question cannot be answered, 
except by saying that there is no clear evi- 
dence that the survey techniques biased the 
results upward or that they biased them down- 
ward. That high-income families with large 
stockholdings systematically overstated the 
value of their assets cannot be considered 
more probable than that they systematically 
understated it. Therefore, it is highly prob- 
able that among the 5 per cent of American 
families with incomes of over $10,000 are the 
owners of at least three-fourths of all publicly 
held stock. 
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| The question, Who stands any loss? is important 


both to the bank and to... 


The User of a Bank’s Night 
Depository Facilities 


HE extreme skeptic has little confidence in 

the efficient operation of the moving part 
of a corner mail box and, for that reason, 
vigorously shakes the device when posting a 
letter. Such a doubter may be just the person 
to place in charge of making deposits in the 
night depository facilities provided by banks. 
Assuming that a deposit was actually made 
and that the bank never received it—then, 
what happened to it? Some users have been 
known to find a prior user’s deposit still on 
the shelf and to remark, “Of course, I shook 
it down the chute.”’ Because of this, it is per- 
missible to assume that a second dishonest 
user might snatch a lodged, prior deposit from 
the chute. Although the question as to how 
a loss could have occurred excites curiosity 
and causes speculation, a more important issue 
is presented. There arises, in case of loss, the 
legal problem of who—as between the user 
and the bank—was carrying the risk. 

Why do bank customers use the night de- 
pository facilities offered by banks? Is it be- 
cause they believe that such afford more pro- 
tection against robbery, burglary, and fire 


About the author— 


Gerald O. Dykstra is Professor of Business Law 
in the School of Business Administration of the Uni- 
versity of Michigan. His three degrees—A.B. 1927, 
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than their own pocket, safe, or cache, or is it 
because they think that such use passes the 
risk of loss to the bank? The former should 
motivate the customer’s patronage. The legal 
steps necessary to establish a case against the 
bank for recovery of a loss are difficult. 

First, there is the question whether use of 
the night depository facilities creates a bail- 
ment relationship. 

Second, if the relationship is one of bail- 
ment there is the further question as to 
whether public policy prevents the parties 
from agreeing that the deposit shall be at the 
sole risk of the user. 

Third, if there is a bailment but no exone- 
ration agreement, there is the question of 
whether the bank has successfully rebutted 
the user’s prima facie case by showing that 
it used reasonable care to prevent loss. 


I. Bailment Distinguished from ° 
Rental of Space 


An essential element of bailment is posses- 
sion in the bailee. The possession necessary 
to establish the bailment relationship is a 
lawful—that is, a non-tortious—possession in 
the sense of dominion, custody, and control 
of the chattels of another. The possession must 
be exclusive and independent of the bailor. 

The following statement from Volume 49 
of the Michigan Law Review at page 621 is 
pertinent: “Although the concept of posses- 
sion is an elusive one, it is generally agreed 
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that there must be a union of physical control 
and a manifested intention to exercise control 
over the thing possessed.” Where such posses- 
sion is lacking there is no bailment relation- 
ship and the transaction may be regarded as 
analogous to that of landlord and tenant. It 
may be the granting of a privilege, a license, 
a lease, or even a special contract to watch 
over and protect, but still, because of the lack 
of possession, not a bailment. 


Parking Lot Cases 


When a driver leaves a car on a parking 
lot and the vehicle is stolen the question arises 
as to whether a bailment relationship was 
created between the driver and the parking 
lot operator. Where the driver parks his own 
car, locks it, and takes the keys with him 
there is a rental of space, not a bailment. In 
Giles v. Meyers,’ the court said: ‘There are 
certain clear-cut ways in which a driver may 
surrender custody of his car to the operator 
of the parking lot. Custody of the car shifts 
from car driver to lot operator, (1) if the 
driver turns the car over to the attendant 
upon entering the lot and leaves the keys in 
the car; (2) if once having received an identi- 
fication ticket upon entering the lot the driver 
can only remove his car from the lot by re- 
linquishing the ticket; and (3) if the parking 
lot expressly agrees to safely keep the car. In 
each of these three situations a contract of 
bailment occurs, which contract requires re- 
delivery of the automobile in unharmed con- 
dition. A failure to so redeliver constitutes a 
prima facie breach of the contract.” 


Locker Cases 


In cases involving the loss of goods from a 
locker in a railroad station? or a locker in a 
bowling alley® the courts pointed out that in 
a “common law bailment possession of prop- 
erty is transferred from the bailor to some 
human being representing the bailee.” There is 
no bailment relationship in the locker cases 


162 Ohio Law Abstract 558 (1952). 

2 Marsh v. American Locker Co. 72A(2)343, N.J. 
(1950). 

8 Cornelius v. Berinstein, 50 N.Y.S. (2)186 (1944). 


because the user who retains the key thereby 
retains physical control without intent to re- 
linquish control and dominion to the owner 
of the locker. The courts reason that the 
transaction is analogous to landlord and ten- 
ant, rather than to common law bailment; 
that the user is a lessee of space upon the 
premises where the goods are left. 


Restaurant Cases 


A hat and coat, hung on a hook provided 
by a restaurant, are still accessible to the 
owner and there is no bailment. This is true 
even where a waiter helps one off with his 
wraps and hangs them on a nearby hook. Such 
assistance is a mere courtesy. There is no ac- 
ceptance of possession in the sense of assuming 
control of the wraps to the exclusion of the 
patron. Since there is no bailment, signs read- 
ing “Watch Your Own Hat and Coat,” really 
mean what they say. The restaurant operator, 
not having possession, is not a bailee and 
therefore, by his posted sign, rightly suggests 
that you had better keep your eye on your 
coat. Of course, in the case of the checkroom 
in a restaurant, night-club, or depot where 
possession of wraps or parcels is delivered over 
the counter and a numbered check given for 
identification, control passes from the deposi- 
tor and a bailment is created. 

With this background of common law bail- 
ment in mind, consider the facts as to how a 
bank’s night depository facilities operate and 
whether they show possession of the deposit 
in the bank and if so, when. 


Depository Equipment and Procedure 


The type of depository may vary but this 
is the description, in effect, as given by the 
court in Kolt v. Cleveland Trust Company.‘ 
The bank furnishes the customer with a num- 
bered sack in which he places the currency 
and commercial paper. The sack is provided 
with a padlock and the customer has the only 
key. In the outer wall of the bank is a small 
metal door fitted with a locking device. The 
customer is given a key to this door which is 
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necessary to open it but it may be locked by 
merely closing it tight. Inside this opening is 
a metal chute, three feet long, which leads in- 
to a safe or vault inside the bank. The top of 
this chute has a swinging door constructed 
very much like the receiving door of a parcel 
mail box used by the United States Post Office 
Department. When the swinging door is pulled 
down it brings up a shelf which completely 
closes the chute. The sack containing the de- 
posit is placed on the shelf and, on release, 
the inner door swings up closing the chute and 
dropping the shelf down so the sack falls 
through the chute and into the vault. In the 
morning this vault is opened by two bank 
employees; one has a key, the other the com- 
bination. They remove the sacks, record the 
sack number and deliver each sack to the 
proper cashier’s cage where the customer must 
call for his sack and then, after unlocking the 
padlock, he makes his deposit in the usual 
manner. 


Does Use Constitute Bailment? 


Clearly, when the bank employees remove 
the sacks from the vault there is such posses- 
sion as to make the bank a bailee. But, what 
is the relationship from the time the customer 
places the sack on the shelf until a bank em- 
ployee physically possesses it? In cases in- 
volving the loss of tires, tools, and luggage 
from the closed luggage compartment of auto- 
mobiles, the courts have held that a bailee of 
the car is also a bailee of a spare tire and 
tools because he should realize they are 
present when he takes possession of the car. 
However, these same courts have ruled that 
a baiiee of a car is not a bailee of concealed 
luggage also unless his attention is called 
to it. In Giles v. Meyers,> the court said: 
“Tt is true that where a car is bailed, 
the bailment contract can be construed to 
include by implication the obligation to 
safely keep any appurtenances, equipment, 
or tools which are ordinarily a part of said 
motor vehicle, even though the articles may 
be concealed from view. Barnette v. Casey, 
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124 W.Va. 143, 19 S.E.(2)621. But such a 
principle cannot be extended to include those 
articles of personal property, such as suitcases, 
which are extraneous to the usual appurte- 
nances, equipment, or tools of an automobile. 
With reference to such extraneous articles of 
personal property, an express contract of bail- 
ment must be proved. Express notice of the 
articles may be inferred if the articles inside 
the car are in plain view. Mee v. Sley System 
Garages, Inc. 124 Pa. Super 230, 188 Atl. 626, 
but not otherwise, Lucas et al v. Auto City 
Parking Co. Inc. 62 A(2)557.” 

Inquiry of Mr. Sheldon S. Reynolds of 
Arter, Hadden, Wykoff & Van Duzer, Cleve- 
land, Ohio, counsel for the bank in the Ohio 
case of Kolt v. Cleveland Trust Co., supra, 
discloses that, in their brief in the Appellate 
Court and in oral argument before the Court, 
the proposition was set forth that there was 
no bailment because the bank had no knowl- 
edge of the receipt of the night depository 
sack. However, the Ohio Appellate Court held 
that a bailment relationship was created when 
the deposit was placed in the chute. It said: 
“Tf, in fact, the night deposit bag or sack of 
the plaintiffs was placed in the night deposit 
chute in the proper manner, the relationship 
between the bank and the plaintiffs, from such 
time as a night deposit was so placed in the 
chute until it was subsequently returned to 
the depositor as provided by the terms of the 
contract, was that of bailor and bailee. This 
is so because by the terms of the contract the 
bank furnished the plaintiffs with a key with 
which to operate the night deposit door in tak- 
ing advantage of the night deposit facilities. 
The bank, therefore, would be held to have 
accepted a deposit made in accordance with 
the terms of the contract, which acceptance 
created the bailor—bailee relationship. Such a 
relationship of bailor and bailee would con- 
tinue until the bailor or his duly constituted 
representative called for it, as provided by 
the contract. As soon as the bailor or his rep- 
resentative received it, the relationship of 
bailor and bailee would be at an end, and if 
the contents of the bag were then deposited, 
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the relationship of debtor and creditor would 
be created.” 

Although the Court decided there was a 
bailment relationship, the bank won in this 
litigation in both the Court of Appeals and 
in the Ohio Supreme Court. The favorable de- 
cision resulted because of a clause in the con- 
tract to the effect that a deposit was at the 
sole risk of the depositor. 


II. Validity of Agreements 
Exonerating the Bailee 


A bailee whose principal business is the ac- 
cepting of goods for safekeeping is called a 
professional bailee. Ordinarily, he deals with 
the public on a uniform basis. Frequently, 
there is an inequality of bargaining power be- 
tween him and his bailor and little oppor- 
tunity for the latter to take his business else- 
where. Examples are parcel check-rooms, 
parking lots, and warehouses. 


Limitations by Professional Bailee 

There is an increasing tendency of courts 
to rule that such professional bailees may not, 
by contract, exempt themselves, from liability 
for loss due to their negligence. Obviously, 
any such exemption is ineffective where the 
bailor has not expressly or impliedly agreed 
to it as where the exemption is printed on an 
identification ticket stub which the bailor did 
not read or contained in a posted sign which 
he did not see. But even where the exemption 
is called to the bailor’s attention and he agrees 
thereto, the courts are holding that such ex- 
emption is ineffective in the case of the pro- 
fessional bailee. One must not confuse these 
attempts to exempt the bailee from all liability 
with those agreements limiting the amount of 
his liability. Because the patronage is com- 
pulsory and bargaining strength is unequal, it 
is considered as against public policy to per- 
mit a professional bailee to accept fees for the 
safekeeping of goods and then by an exculpa- 
tory clause in the bailment contract to relieve 
itself from all liability—even for its own neg- 
ligence. 

Some courts hold that such a bailee should 
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not even be permitted to limit the amount of 
its liability. This attitude, that a professional 
bailee at least may not exonerate itself from 
all liability is illustrated in the following ex- 
cerpt from a case involving a parking lot. In 
Miller’s Mutual Fire Insurance Association of 
Alton, Illinois v. Parker,® the court said: “The 
complexity of today’s commercial relations 
and the constantly increasing number of auto- 
mobiles render the question of parking a mat- 
ter of public concern which is taxing the in- 
genuity of our municipal officials. People who 
work in the business sections of our cities and 
towns and who rely on automobiles for trans- 
portation find it difficult—sometimes impos- 
sible—to locate a place on the public streets 
where daily parking is permitted. They are 
driven to seek accommodation in some parking 
lot maintained for the service of the public. 
There they are met by predetermined condi- 
tions which create a marked disparity of bar- 
gaining power and place them in the position 
where they must either accede to the condi- 
tions or else forego the desired service. . . Un- 
der these circumstances it is against the public 
interest to give force and effect to the excul- 
patory agreement which would relieve the 
defendant from all liability for his own neg- 
ligence.” 


Limitations by Ordinary Bailee 

In an ordinary bailment relationship—in 
contrast to the professional bailment—arm’s 
length bargaining is present along with op- 
portunity of choice. Furthermore, the parties 
deal with each other on an individual basis. 
Hence any agreement honestly made, either 
expressly or by implication, which limits or 
even exempts the bailee entirely from all lia- 
bility for loss or damage, even due to its own 
negligence is not invalid as being against pub- 
lic policy. Under these conditions of free 
choice, the attitude of the courts is that rec- 
ognition should be given to the principle of 
freedom of contract and that the parties, as 
free agents, may make any agreement they 
wish. 


6 65S.E.(2)341, N.C. (1951). 
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In the Ohio case of Kolt v. Cleveland Trust 
Company, supra, it was successfully argued 
that it was not against public policy for the 
parties to provide, contractually, that each de- 
posit was at the risk of the depositor. The 
bank was an ordinary, not a professional, 
bailee. The customer had a choice of using, 
or not using, available night depository facili- 
ties. And the bank was free to make such 
facilities available on any terms it chose. The 
contract between the parties in that case con- 
tained this provision: ‘“‘The undersigned ex- 
pressly understands and agrees that each use 
or attempted use by the undersigned of the 
night depository facilities shall be at the un- 
dersigned’s risk at all times.” 

Concerning this provision, the Ohio Court 
of Appeals said: “Of necessity, no one repre- 
senting the bank is present when a night de- 
posit is made. Whether such deposit has 
actually been made must be established in 
every event by the evidence of the depositor. 
It would therefore be a very natural position 
of the bank to take that until the sack is 
actually accounted for by the bank’s clerks in 
the ordinary procedure of accounting for 
night deposit sacks such deposits should be 
at the risk of the depositor. Such a contract 
is not void as against public policy.” 

A Summary 

In their Brief, in the Ohio Supreme Court, 
counsel for the bank summarized as follows: 
“Night depository facilities are made avail- 
able for the convenience of the depositor. The 
acceptance of these facilities has become more 
widespread in recent years. The opportunity 
for fraud is made possible because of the very 
manner in which the deposits are made. The 
application of the general rules of bailment, 
viz. the presumption of negligence which 
arises upon proof of delivery and failure of 
redelivery makes the avenue of dishonesty a 
tempting highway with facility of travel. To 
remove this temptation and to bar such traffic 
is the purpose of the night depository agree- 
ment. Both parties to the contract should be 
bound by its terms, since it is entered into by 
them dealing at arm’s length without com- 
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pulsion and with equality of bargaining 
power.” 

The Ohio Supreme Court, in its opinion 
affirming the judgment of the Appellate Court, 
concluded: “The Court of Appeals was not 
in error in its view that ‘where the circum- 
stances are such that the possession of an- 
other’s property is attended with unusual 
risks, the parties dealing at arm’s length as 
free agents may lawfully make any reasonable 
provision therefor as the circumstances 
justify.’ ” 


Types of Agreements 

With the pattern established that the par- 
ties are free to make any contract they wish, 
it is possible that the result here obtained 
could also be reached in another manner. The 
view outlined above admits there is a bail- 
ment relationship but holds that in this type 
of bailment the bailee may exempt himself 
from liability. Another approach to this same 
result might be this: The depository agree- 
ment might provide that the use of the facili- 
ties should not be deemed to establish a bail- 
ment relationship between the parties until 
the bank’s employees obtain physical posses- 
sion of the deposit; that from the time a user 
deposits a sack within the facilities until the 
morning of the next banking day when actual 
physical possession is taken by a human being 
representing the bank, the use of the facilities 
shall be considered as merely a rental of space 
with no duty on the bank to watch or protect 
any deposit. Some depository agreements hint 
at this view by language to the effect that 
until a bag is found and receipted for on the 
next banking day, it is to be conclusively pre- 
sumed that no bag was placed in the night 
depository vault. Other banks, however, oper- 
ate with a depository agreement which boldly 
admits there is a bailment relationship with- 
out attempting any exoneration, and provides 
in effect that the relationship between the user 
and the bank is understood to be that of 
bailor and bailee and the bank shall exercise 
only the limited care expected of gratuitous 
bailees. 
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III. Bailment Agreement Without 
Exculpatory Clause 


Where the depository agreement admits a 
bailment but contains no clause placing the 
sole risk on the bailor, and may provide that 
the bailee must exercise some degree of care, 
the bank is still not easily subjugated to lia- 
bility for any loss. In seeking recovery for loss 
of, or damage to, bailed chattels there are 
divergent views 23 to who must assume the 
burden of proof. However, the prevailing view 
is that the burden of proof rests with the 
bailor throughout, but the burden of going 
forward with the evidence may rest on the 
bailee. Thus, when the bailor’s testimony 
shows a deposit and a loss, he establishes a 
presumption of negligence on the part of the 
bailee and is said to have made a prima facie 
case. The bailee then has the duty of explain- 
ing the loss or showing that it occurred 
without fault on his part. When the bailee’s 
evidence is sufficient to counterbalance the 
presumption of negligence he is said to have 
rebutted the bailor’s prima facie case. The 
legal presumption of negligence being thus 
destroyed and the burden of proof being on 
the bailor—unless he can prove specific negli- 
gence—the bailee will win. 


Example of Prima Facie Case 

The bank won on these principles in Ver- 
helmann v. Manufacturers Safe Deposit Com- 
pany,’ where the plaintiff sought to recover 
$10,000 which allegedly disappeared from her 
safe deposit box in the bank’s vault. The 
nature of the relationship between a bank and 
the holder of a safe deposit box perplexes the 
courts. In some aspects it is analogous to bail- 
ment while in others it resembles a landlord- 
tenant relationship. However, in this case, 
assuming the action was one based on bail- 
ment, the court said: “The plaintiff, by her 
testimony that she placed the money in her 
safe deposit box and that when she later went 
to her box she found it had disappeared, has 
established a prima facie case and raised the 
presumption that the defendant company 


799 N.Y.S.(2)727(1950). 
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failed in its duty of exercising a high degree 
of care. The safe deposit company thereupon 
had the burden of going forward to show that 
any loss was not due to a want of due care on 
its part. This burden the safe deposit company 
attempted to meet by presenting detailed evi- 
dence, which is substantially undisputed, as 
to the construction of the vault, the safe- 
guards employed in its operation, the quality 
of the boxes, keys and other equipment, the 
control over surrendered boxes, the system 
employed in opening each box whereby the 
holder’s key never left his sight and the box 
was always opened and locked in his presence 
and the careful investigation of the back- 
ground of the personnel employed in the vault. 
The evidence adduced also established that 
the system, procedures, operation and equip- 
ment in this vault were similar to and in some 
respects identical with those used by other 
safe deposit companies. By this detailed evi- 
dence of the high degree of care it exercised, 
the defendant has, as a matter of law, sus- 
tained its burden of going forward with the 
proof and has met and even overcome the 
prima facie case raised by plaintiff's proof 
. . . . The detailed and undisputed proof of 
each of the steps taken by the defendant in 
guarding the box and barring unauthorized 
access thereto is sufficient as a matter of law 
to meet the presumption of the breach of duty 
raised by plaintiff’s proof. The plaintiff hav- 
ing the burden of proof of showing the breach 
of duty or want of care on the part of the 
defendant safe deposit company and having 
failed to present any evidence on which a 
finding of want of due care can be based, the 
defendant is entitled to a dismissal of the 
complaint.” 


Rebutting Prima Facie Case 
Applying these principles of burden of proof 
to the night depository situation, a bank, when 
sued because of a loss, might be able to rebut 
the bailor’s prima facie case and win a dis- 
missal. In Bernstein v. Northwestern National 
Bank of Philadelphia,* the user of night de- 
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pository facilities recovered against the bank, 
but in that case there was no clause, as in the 
Ohio case, limiting the bank’s liability. Fur- 
thermore, in that case, the bank, unlike the 
New York safe deposit case, was unable to 
rebut the user’s prima facie case. In the 
Bernstein case, after holding the relationship 
to be a bailment for mutual benefit, the 
court said: “From the defendant’s evidence 
it was a fair inference for the jury that 
the bank was negligent . . . . The loss might 
have resulted from one or a combination of 
acts charging the bank with lack of due care. 
The safe at the bottom of the chute was closed 
off by a panel door from a booth used by 
safety deposit box customers of the bank. The 
door was kept locked and there was a second 
lock on the safe which had to be released 
before the combination dial could be manipu- 
lated. The keys to these two locks were kept 
in an open drawer in the tellers’ cage from 
which anyone inside the bank might take them 
after banking hours. With the keys one could 
gain access to the safe and could open it if 
he knew the combination. Under the practice 
of the bank, two designated tellers on each 
occasion went to the safe and together re- 
moved the night deposits and carried them to 
the tellers’ cage. The procedure contemplated 
double custody of the deposits. On the morn- 
ing in question, however, one teller went 
alone. He released both locks and opened the 
safe by means of the combination. He found 
between 20 and 25 separate deposit bags in 
the safe and took them to the tellers’ cage. 
To carry all of them at one time would require 
some care and skill. Plaintiff's deposit might 
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have dropped from his arms during the pro- 
cess without his knowledge, either in the 
booth or elsewhere in the bank where it could 
have been picked up and appropriated by any- 
one having access to the place. Other circum- 
stances end to indicate lack of ordinary dili- 
gence and care on the part of the bank.” 


IV. Conclusions 


1. Although the courts have held that a 
bailment relationship exists between the bank 
and a user of its night depository facilities, 
the agreement could conceivably be drafted 
so as to preclude the establishment of a bail- 
ment until the bank’s employees obtain phys- 
ical possession of the deposit. 

2. The agreement may admit, expressly or 
by construction, a bailment relationship at the 
time a deposit is made but contain a clause — 
placing the sole risk of loss on the bailor. 

3. Even if the agreement admits a bail- 
ment relationship but does not contain an ex- 
culpatory clause, the bank, in case of loss, 
may be able to rebut the user’s prima facie 
case and thus win a dismissal unless the bailor 
can prove specific negligence. 

* 

In view of the above possibilities it would 
appear that the customer who purchases the 
use of the bank’s night depository facilities is 
noi always shifting liability to the bank in 
case of loss of the deposit but merely availing 
himself of facilities for safekeeping which 
seem to be superior to anything he possesses. 
For the user’s own protection it would not be 
amiss to employ the skeptic’s mail box-shaking 
procedure when making a night deposit. 
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Five components go into this index, which is subsequently adjusted 
to eliminate seasonal fluctuations and long term growth trend. 


A New Index of Business 
Activity in Michigan 


Statistical Division, Michigan Bell Telephone Company 


HE index of business activity for Michigan 

covers the period from 1920 to date by 
months. It is made up of 5 separate series, 
each being adjusted for seasonal variation 
‘and appropriately weighted into the total. 

These 5 series are charted on an annual 
basis from 1939 in Chart Group 1. Brief de- 
scriptions of the series follow: 

Auto Production. Although based on data 
for the United States as a whole, the activity 
measured is so largely auto production in 
Michigan that it can be used as a measure of 
Michigan activity in this industry. From 1920 
through 1939 the data are the number of pas- 
senger cars and trucks produced. Beginning 
with 1940, it is the Federal Reserve Board 
series based on employment, man-hours, and 
productivity in the automobile and parts in- 
dustry. (Weight, 25 per cent.) 

Industrial Power Consumption. This series 
measures industrial power usage by the prin- 
cipal customers of the Detroit Edison and 
Consumers Power Companies in the largest 
10 cities of Michigan. Industrial power is gen- 
erally considered to be a sensitive and reliable 
indicator of the course of business activity. 
(Weight, 25 per cent.) 

Manufacturing Employment. This measures 
the number of employees on manufacturers’ 


About the authors— 


This index was developed by the Statistical Divi- 
sion of the Michigan Bell Telephone Company. The 
head of the Division is Charles C. Ashbaugh, A.B., 
Michigan, 1916. 
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payrolls. From 1920 to 1930, the series is 
based on data from the University of Michi- 
gan School of Business Administration; from 
1930 to date, the figures are from bureaus of 
the State of Michigan. Although not measur- 
ing the total volume of production, since it is 
not adjusted for changes in individual output 
nor length of the work week, it provides a 
measure of changes in industrial activity to 
ihe extent that it is an indicator of the num- 
ber of people on the payrolls in this area. 
(Weight, 25 per cent.) 

Money Payments (Bank Debits). This 
series is the dollar amount of charges to de- 
posit accounts in commercial banks in 7 of the 
largest cities of Michigan, reported by the 
Federal Reserve Board. Since the purchasing 
power of the dollar has fluctuated greatly dur- 
ing the past 30 years it is highly desirable 
that any dollar amount series be adjusted to 
a dollar of constant purchasing power. This 
was done by applying an index based on gov- 
ernment data measuring changes in the cost 
of living, commodity prices, hourly wage earn- 
ings and construction costs. The resulting 
series gives a broad measure of economic ac- 
tivity based on exchanges of goods and ser- 
vices settled by check transactions through 
the banks. (Weight, 15 per cent.) 

Department Store Sales. Based on the dol- 
lar amount of sales in Detroit department 
stores as compiled by the Federal Reserve 
Bank of Chicago, this series is an overall indi- 
cator of customer buying. This series has been 
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CHART GROUP I 


THE GROWTH OF BUSINESS ACTIVITY AND COMPONENTS 
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CHART GROUP 2 
COMPUTATION OF TREND 


THE GROWTH OF BUSINESS ACTIVITY AND POPULATION 
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adjusted to a dollar of constant purchasing 
power by applying an index based on house- 
furnishings and clothing components of the 
Consumers’ Price Index of the Bureau of 
Labor Statistics. (Weight, 10 per cent.) 

The index described above shows the year- 
to-year growth as well as business cycle 
swings. The most marked movement is the 
continuous increase over the period shewn, 
and this becomes more evident when the period 
is extended back to 1920 (solid curve, upper 
chart in Chart Group 2). This long-term 
movement, called trend, results from forces 
of a more or less permanent nature such as 
population growth, expansion of business 
operations, improvements in industrial tech- 
nique, and other factors which operate with 
approximately constant force from year to 
year. 

It is desirable for purposes of analysis, to 
eliminate this long-term trend, leaving only 
the business cycle swings. Briefly, the method 
is illustrated in the 3 charts in Chart Group 2. 
First, the growth index (solid curve, upper 
chart) is divided by the Michigan population 


index (dotted curve), the result being business 
activity per capita (heavier curve, middle 
chart). The trend of the per capita curve was 
then computed (lighter curve). To adjust this 
trend for the change in population it was 
multiplied by the population index, shown in 
the upper chart, thus obtaining the long term 
trend of the growth of business activity index. 
This trend and the index of business activity 
are shown in the lower chart. (The heavy 
curves in the top and bottom charts are identi- 
cal). The trend currently is rising at about 4 
per cent a year. 

The lower chart in Chart Group 2 has been 
expanded and placed on a monthly basis on 
the upper half of Chart Group 3, the numeri- 
cal points being given on page 28. The lower 
chart shows the fluctuations of business ac- 
tivity in terms of per cent deviations from the 
computed trend, the data being given on page 
29. In this lower chart the effect of long term 
growth, as well as monthly seasonal fluctua- 
tions, have been eliminated, the resulting 
curve measuring the rhythmic up and down 
swings which constitute the business cycle. 


CHART GROUP 3 
THE GROWTH OF BUSINESS ACTIVITY IN MICHIGAN 
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THE GROWTH OF BUSINESS ACTIVITY IN MICHIGAN 
1939 = 100 


1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 


January 74.3 29.1 42.6 76.9 88.6 76.2 97.9 87.1 95.0 126.7 94.7 J 
February 68.6 30.4 45.7 74.8 88.2 76.6 96.2 90.1 96.6 127.9 95.8 F 
March 67.6 33.4 48.3 75.9 84.4 80.6 91.5 91.0 98.6 126.7 93.8 I 
April 54.7 400 55.1 77.6 75.6 85.3 918 914 1006 1246 91.7 A 
May 60.5 41.1 59.7 77.4 70.0 88.1 93.3 94.4 98.2 119.4 89.0 d 
June 57.4 44.2 65.6 82.7 65.0 87.6 95.4 88.3 1024 128.5 86.9 J 
July 62.0 45.1 67.4 82.2 65.4 87.1 95.5 88.3 1114 124.3 75.3 J 
August 62.3 45.8 71.4 77.7 68.5 80.7 101.9 86.6 110.8 121.7 79.1 A 
September 55.7 45.7 66.6 81.6 68.1 87.5 101.4 84.1 1204 119.5 81.2 S 
October 48.8 47.6 69.3 81.2 67.4 99.6 98.2 86.0 118.2 115.3 79.1 0 
November 44.3 45.3 73.2 83.6 68.9 104.5 91.5 82.1 122.6 100.2 84.5 N 
December 39.2 42.6 80.7 90.4 69.6 102.4 82.8 94.2 129.8 86.2 77.0 [ 
Average 58.0 40.9 62.1 80.2 73.3 88.0 94.8 88.6 108.7 118.4 85.7 A 
1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 
January 73.1 69.7 52.3 65.1 89.4 99.7 113.4 70.9 1008 1160 1414 J 
February 76.6 61.1 46.8 78.3 95.3 90.6 116.3 71.1 975 1140 1463 F 
March 76.9 55.5 36.4 84.3 94.1 99.5 114.2 67.3 94.2 112.6 1484 N 
April 76.8 52.7 46.9 83.5 90.9 106.3 115.1 65.4 98.0 1126 1423 A 
May 75.3 56.3 51.2 76.1 87.8 107.2 127.8 69.7 90.7 114.2 157.4 N 
June 67.5 55.4 59.9 78.1 87.6 110.0 125.8 67.9 954 1113 1594 J 
July 66.3 56.0 70.6 79.4 89.5 111.9 129.6 71.1 97.1 103.3 1608 J 
August 67.0 45.3 71.6 76.5 92.4 1098 133.0 74.1 97.8 115.7 147.7 A 
September 63.0 45.3 71.4 72.5 97.3 107.8 121.5 86.1 1076 123.1 147.1 Se 
October 58.4 48.0 65.4 69.4 106.1 106.8 1208 89.0 105.7 131.0 151.9 0 
November 67.5 53.2 53.6 68.4 106.0 1176 101.3 948 1008 1374 151.1 N 
December 72.7 55.2 53.3 78.0 109.9 119.3 84.7 1006 1145 137.1 1434 D 
Average 70.1 54.5 56.6 75.8 95.5 107.2. 117.0 773 1000 119.0 1498 A 
1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 
January 143.3 1801 2045 1988 1264 1702 185.7 191.0 195.5 227.3 207.0 Je 
February 134.4 183.2 2063 199.0 122.5 176.6 1816 189.1 179.7 229.3 209.9 Fe 
March 131.6 184.2 2004 195.8 130.0 178.2 183.7. 186.9 183.5 230.0 M 
April 133.4 1896 1968 188.7 153.3 1773 183.3 186.2 188.7 225.1 214.2 Al 
May 136.3 185.3 1974 184.2 154.2 174.2 1741 171.5 218.1 2243 213.2 M 
June 141.8 190.7 1968 179.8 157.3 175.4 180.2 183.0 2289 218.2 203.7 j 
July 152.1 1938 1954 166.3 166.5 1748 186.9 185.7 225.5 2065 1788 j 
August 156.1 1986 1993 1468 170.6 172.3 185.8 191.4 233.9 207.0 186.9 A 
September 163.1 2046 195.8 127.2 173.1 183.3 184.7 193.9 229.0 206.8 est217.0 Se 
October 167.5 2048 1946 1326 1728 184.1 192.5 182.4 233.0 211.7 est226.5 0 
November 170.3 2083 194.9 139.1 172.6 182.3 192.8 170.2 225.2 207.7 N 
December 177.6 202.0 1965 1238 171.1 188.7 196.6 175.7 2246 2048 D 
Average 150.6 1938 198.2 165.2 155.9 178.1 185.7. 183.9 2138 216.6 A 
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BUSINESS ACTIVITY AS RELATED TO LONG-TERM GROWTH 
Per Cent DEVIATIONS 


1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 


January 324 —516 —333 13.6 23.9 1123.1 4.2 8.3 37.7 

February 216 —49.7 —288 100 228 11 7.4 9.6 38.6 

March 19.2 —450 —25.1 3 17.0 59 14.2 8.1 115 368 

April —42 —344 -150 13.1 44 11.5 14.0 8.0 134 34.0 

) May 54 —331 -83 123 —39 14.7. «155 102 278 

June —5 —285 2 19.5 —111 13.5 175 35 144 37.1 

July 6.9 —27.4 24 181 —109 124 17.2 3.0 241 32.2 

August 6.9 —26.6 80 1.2 —7.2 3.7 24.4 7 228 291 
September —5.1  —27.0 5S 162 —81 120 234 —25 330 262 

October 9-174 —24.3 39 152 —96 269 190 —7 300 214 
November —25.4 —28.4 93 181 —79 326 104 —5.6 344 5.1 

) December —34.4 —33.0 199 270 —7.5 293 78 «641.7 —98 

Average 4 —341 —55 15.5 13.7 

1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 
January —25.8 -—304 —48.6 —373 —16.1 —8.9 5 —393 —73 9.1 
February —22.3 —39.0 —S4.1 —248 —108 —17.3 28 —393 —196 —92 12.46 
March —222 —447 -—643 -192 —121 —94 7 —42.7 —225 —106 139 
April —224 —476 —201 —152 —3.5 11 —444 —108 8.9 
May —240 —440 —273 —183 —28 120 —409 —258 —99 202 
June —32.0 —450 —416 —25.5 —18.7 —5 99 —42.7 —222 —124 213 
July —333 —445 —313 —245 —17.1 10 130 —401 —211 —189 22.0 
August —32.7 —552 —304 —274 —146 —1.2 15.7 —378 —20.7 —95 118 
| September —36.7 —55.2 —30.7 —313 —102 —33 53 —279 —130 —39 110 
October —414 —526 -—36.7 —344 —24 —45 44 —25.7 —148 19 
November —32.4 —476 —48.2 —355 —2.7 49 —12.7 —21.1 —19.0 6.7 13.4 
December —27.3 —45.7 —48.6 —26.6 7 61 —27.2 —165 —8.3 6.1 73 
Average —294 —46.0 —44.9 —278 —115 —33 21 —349 138 


1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 


) January 7.0 30.4 44.1 36.4 —15.8 9.5 15.1 14.2 12.5 25.8 10.2 
) February Al $2.3 45.1 36.1 —18.7 13.3 12.3 12.7 3.0 26.5 114 
March —2.3 32.7 40.6 33.7 —13.9 13.9 13.3 11.0 4.9 26.4 9.7 
April —1.2 36.3 37.8 28.5 1.3 13.0 12.7 10.2 7.5 23.3 13.0 
May 7 32.8 37.9 25.1 1.6 10.7 6.7 1.2 23.9 22.5 12.1 
June 4.4 36.4 Sz 21.8 3.4 11.1 10.1 7.6 29.6 18.8 6.2 
July 11.8 38.2 36.0 12.4 9.2 10.4 13.8 8.9 27.3 12.1 —6.6 
) August 14.4 41.5 38.3 —10 11.5 8.4 12.8 11.9 31.6 12.0 —2.7 
) September 19.2 45.4 35.6 —14.5 12.8 15.0 11.8 13.0 28.4 11.5 est12.7 
5 October 22.2 45.2 34.4 —I11.1 12.2 15.2 16.2 5.9 30.2 13.8 est17.2 
November 23.9 47.4 34.2 —7.0 11.7 13.7 15.9 —1.4 25.5 11.3 
December 28.9 42.7 35.1 —17.4 10.4 17.4 17.9 14 24.7 9.4 
Average 10.8 38.4 38.0 11.9 2.1 12.6 13.2 8.1 20.8 17.8 
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| Money incomes were higher in 1951 than in 1950; 
but taxes and inflation reduced the apparent gain 


Income Payments in I95I 


HE dollar incomes of the people of the 

United States and of the people of the state 
of Michigan rose to another new high in 1951. 

The total of income payments to _indi- 
viduals: for the United States in 1950 was 
$217,672,000,000; in 1951, $242,947,000,000 
—an increase of 11.6 per cent. 

The figures in Michigan rose from 
$10,158,000,000 in 1950 to $11,352,000,000 
in 1951—a rise of 11.8 per cent. 

Since, however, consumer goods prices were 
8 per cent higher in 1951 than in 1950, the 
actual purchasing power of the American 
people and the people of Michigan increased 
by only a little more than 3 per cent—without 
allowing for increased taxes. 

Each of the 48 states registered an in- 
crease in the total of income payments. Ne- 
braska showed the smallest increase—3 per 
cent—and Arizona the greatest—23 per cent. 

In 1951, as in 1950, five states had total 


1 This article is based on data presented by Robert 
E. Graham, Jr., “State Income Payments in 1951,” 
U.S. Department of Commerce, Survey of Current 
Business, August 1952. The term “income payments 
to individuals” (which is something like the concept 
“personal income” used in analysis of the national 
income) comprises income received by individuals in 
the form of wages and salaries, net income of pro- 
prietors (including farmers), dividends, interest, net 
rents, and other items such as social insurance bene- 
fits, relief, veterans’ pensions and benefits, and allot- 
ment payments to dependents of military personnel. 
The figures include only payments made to persons 
in continental United States and are divided among 
the states on the basis of the residency of the re- 
cipients. 


About the author— 


Dr. Wernette is Professor of Business Administra- 
tion in this School, and Editor of this Review. 
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income payments higher than Michigan’s. 
They were: 


1. New York $30,555 ,000,000 
2. 21,306,000,000 
3. Pennsylvania ......... 17,552,000,000 
4. Illinois 17,001,000,000 
_14,509,000,000 
6. Michigan .....:.................. 11,352,000,000 


Per Capita Incomes 


When the figures for te‘al incomes are di- 
vided by the corresponding figures for popula- 
tion, the resulting figures for per capita income 
payments are disclosed to have hit new peaks. 
The per capita figure for the entire United 
States in 1951 was $1,584, compared with 
$1,439 in 1950—a gain of 8.7 per cent. The 
1951 per capita figure for Michigan was 
$1,734, an increase of 9.5 per cent from the 
1950 figure of $1,583. 

When these figures are adjusted for the 8 
per cent rise in the cost of living (but with- 
out allowance for higher taxes) the gain in 
actual purchasing power is reduced to less 
than one per cent for the nation, and a little 
more than one per cent for Michiganians. 

In 1951, as in 1950, eleven states had per 
capita incomes higher than Michigan’s. They 
were: Delaware ($2,076), Nevada, Connecti- 
cut, New York, California, Illinois, New Jer- 
sey, Ohio, Washington, Montana, and Massa- 
chusetts. Again in 1951 the District of Colum- 
bia average—$2,095—topped all of the 48 
state averages. 

In 1951, Michigan’s average per capita in- 
come ($1,734) was 9.5 per cent above the na- 
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tional average ($1,584). In 1950 the Michigan 
figure ($1,583) was 10.0 per cent above the 
USS. figure ($1,439). That is, Michigan per 
capita income rose very slightly less, per- 
centage-wise, than the national figure. 


TOTAL ANNUAL INCOME PAYMENTS 
UNTED STATES @ MICHIGAN 
1929 — 1951 
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Table 1 
Total Income Payments to Individuals, 1929-51 
(Millions of dollars) 
Year United States Michigan 
1929 $ 82,617 $ 3,543 
1930 73,325 2,940 
1931 61,971 2,413 
1932 47,432 1,816 
1933 46,273 1,641 
1934 53,038 2,131 
1935 58,558 2,469 
1936 68,000 2,926 
1937 72,211 3,257 
1938 66,045 2,705 
1939 70,601 3,054 
1940 75,852 3,425 
1941 92,269 4,271 
1942 117,196 5,526 
1943 141,831 6,924 
1944 153,306 7,259 
1945 157,190 6,902 
1946 170,962 7,495 
1947 185,339 8,550 
1948 202,007 9,145 
1949 196,772 8,956 
1950 217,672 10,158 
1951 242,947 - 11,352 
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AVERAGE PER CAPITA INCOME PAYMENTS 


UNITED STATES & MICHIGAN 
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Table 2 
Average Per Capita Income Payments, 1929-51 
(Dollars) 


Year United States Michigan 
1929 $ 680 $ 745 
1930 596 608 
1931 500 503 
1932 380 382 
1933 368 348 
1934 420 455 
1935 460 524 
1936 531 606 
1937 561 659 
1938 509 535 
1939 539 591 
1940 575 648 
1941 693 795 
1942 876 1,025 
1943 1,059 1,276 
1944 1,160 1,331 
1945 1,191 1,260 
1946 1,211 1,276 
1947 1,293 1,410 
1948 1,383 1,481 
1949 1,325 1,425 
1950 1,439 1,583 
1951 1,584 1,734 


Principal Sources of Income 


The principal sources of income are shown 
on Table 3. In 1951, as in 1950, compared to 
the nation as a whole, the people of Michigan 
derived relatively less of their income from 
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agriculture, government, trade and service; 
and earned a higher percentage in manufac- 
turing employment. Again in 1951, the per- 
centage of income coming from manufacturing 
payrolls—41.6 per cent—was the highest of 
all the 48 states. The next highest percentage 
—39.2—-was in Connecticut. The lowest figure 
for manufacturing payrolls was in North Da- 
kota (2.0 per cent). Michigan’s industrial pay- 
roll percentage suggests that this state is 


$1,200 91,499 
UNDER 41,200 


UNITED STATES 41,864 7 
U S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 


PER CAPITA INCOME PAYMENTS 
TO INDIVIDUALS, 1951 


perhaps the most highly industrialized state in 
the country. 


Table 3 


Major Sources of Income Payments, 
as Percentages of 1951 Total 


US. Michigan 
7.6 


Agricultural Income .................. 3.4 
Government Income Payments 15.3 11.4 
Manufacturing Payrolls  .......... 23.9 41.6 
Trade and Service Income ........ 25.9 23.0 
All Other Income .......................- 27.3 20.6 

100.0 100.0 


32,095 0.6. 


BUSINESS BRIEF 


RESEARCH IN HUMAN RELATIONS 

(The following paragraph is from an ad- 
dress by Walker L. Cisler, President of the 
Detroit Edison Company, which was delivered 
in the studios of WWJ-TV, Detroit, and 
transmitted by closed-circuit television to the 
Middle Eastern District Meeting of the Amer- 
ican Institute of Electrical Engineers at the 
Commodore Perry Hotel, Toledo, Ohio, Oc- 
tober 28, 1952.) 
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Many college and professional groups are 
doing a fine job of research in the field of 
human relations. The Institute for Social Re- 
search at the University of Michigan, directed 
by Rensis Likert, an electrical engineer, and 
the Cornell University School of Industrial 
and Labor Relations are good _ specific 
examples. Schools of Business Administration 
at the University of Michigan, at Harvard 
and other places are making fine contributions. 


Michigan Business 


Vd 

= 


mm 


PUBLICATIONS OF THE BUREAU OF BUSINESS RESEARCH 


Are you interested in... 


MERCHANDISING? 
Read: Departmental Merchandising Results * Small Department 
Stores, 1951 


By Encar H. Gautt, Ph.D., Professor of Marketing, School of Business 
Administration, University of Michigan. 


Report No. 23, 36 pages, paper bound, price $1.00 


ACCOUNTING? 


Read: The Plant Accounting Regulations of the Federal Power 
Commissi 


By Swney Davinson, Ph.D., Johns Hopkins University. 
Study Vol. XI, No.1, 163 pages, paper bound, _ price $2.00 


SMALL BUSINESS? 
Read: Second Small Business Case Book 


By Witu1aM M. Hoan, Ph.D., Associate Professor of Small Business. School 
Business Administration, University of Michigan. 


Report No. 22, 71 pages, paper bound, price $1.50 


To THE UNIVERSITY OF MICHIGAN PRESS 
311 Maynard Street, Ann Arbor, Michigan 
Please send me: 


copies DEPARTMENTAL MERCHANDISING RESULTS 
IN SMALL DEPARTMENT STORES, 1951 


copies THE PLANT ACCOUNTING REGULATIONS OF 
THE FEDERAL POWER COMMISSION 


copies SECOND SMALL BUSINESS CASE BOOK 


A Survey of Experience in Fifty Leading Companies 


order from 


by JOHN W. RIEGEL 


Professor of Industrial Relations 
Director, Bureau of industrial Reletions 
University of Michigen 


This book discusses a number of conditions which govern the success of 
executive development in a firm, and it outlines the value of executive develop- 
ment to the firm, the executives themselves, the investors, the employees, and | 
the public. 

The book then deals with methods of appraising each keyman’s performance | 
and potential. Also it describes the periodic audit of key personnel by senior | 
executives as an aid in organization planning and development. 

The book describes the executive's task in helping each of his individual 
subordinates to select appropriate training goals and to lay out a personal- 
development program. The training goals discussed are the improvement of 
technical knowledge, the change of attitudes, the broadening of interests, the 
maintenance of adaptability, the improvement of managerial skills and the 
modification of behavior characteristics. 

The last half of the book dlecussss the voluss ond limitations of the main 
methods used by executives in their efforts to reach their training goals. Among 
the methods and influences dealt with are: the man’s work itself, the example - 
of his associates, coaching and counseling by his immediate superior, part- 
time assignments, change of job, service on committees, participation in 
conferences, company-operated courses, university-sponsored programs, and 
professional-association activities. 

Executives who are responsible for selecting key-men and for guiding and § 
assisting their development, will find this book a source of many helpful sug- 
gestions. It discusses the subject comprehensively, on the basis of the experi- 
ence of the fifty leading firms included in the author's survey. 

Executives who must guide their own development will obtain information 
in the book on how to appraise their work, select training goals, lay out train- 
ing plans, and utilize available means to improve their abilities. 


The book contains 365 | 


THE UNIVERSITY OF MICHIGAN PRESS pages and 21 exhibits. 
311 MAYNARD STREET Its price is $6.00, cloth- 


ANN ARBOR, MICHIGAN bound. 


| 


